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a discussion 


NEW YORK CITY 

The Dow Jones industrial average ad 
vanced 31.72 points trom November 24, 
1942, to July 14 this year. Then, in the 
“Mussolini reaction,” the index declined 
11.82 points to the halting point reached 
on August 2. Under reckonings common 
to the speculative fraternity ot the 1920's, 
the reversal of July-August before at 
least temporary stability was attained was 
just about enough to stamp it as a mere 
a bull market . . . the 


of the reversal amounted to less than one- 


set-back in extent 


third of the preceding prolonged price 
rise. It might, as we used to think, amount 


to one-half of the rise and. still forecast 


no turn into a bear market. | have come 


across no obs: ryvations mm market com 


ment about this once accepted interpreta 
tion of the index’s movement. Perhaps 
an old idol has been found to have clay 
feet in war time, inasmuch as some 
brokerage discussions have turned be arish. 


M. T. Fi., Jr. 


RUTLAND, VT 


Getting a good yield from copper min 
ing stocks straight along, | cannot become 
depressed by the pessimism toward them 
that analysts ot industry 


many post War 


evinee. Does anyon: believe seriously that 


copper as a metal will lose its centuries 
old position among other durable metals 
when war reconstruction gets under way? 
I simply cannot think that any such de 
velopment will come about. To be sure, 
the demand may recede atter 
shipbuilding and so on decline with the 
business has al 


rs end. But normal 


munitions, 
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> Letters to the editor, in whole or in part, are presented here as a contribution to current 


of investment, economic and general financial subjects of public interest. 


ways found copper essential and most 


substitutes have not worn as well, nor 
functioned so thoroughly. You'll have to 
show me something a whole lot better 
betore I change my mind about copper. 


MONTCLAIR, N. J. 


The man in the street has a poor foun 


dation tor comment on the program ol 


the military authorities... but it would 
appear that drafting of “pre-Pearl Harbor 
scale, would affect 


fathers.’ on a broad 


the volume of business in securities. It 
is from the men of 28 to 40 that executives 
are selected; they are persons whose in 
come is rising, and such individuals con 
stitute informed buyers of securities. This 
is a small factor to consider, probably; 
still it is one worth weighing when rea 
sons are sought why the more active mar 
1943 are found to be behind us. 


Se ae. 


kets ot 


NEW YORK CITY 


\long with other considerations 


il that likely 


he very fact problems for in 
dustry and markets to meet with peace 
are being brought cut of the shadows and 
discussed widely should scotch some of 
them betore they become actualities. An 
apprehension that 1s visualized before it is 
realized in dire form oiten dies aborning, 
so to speak, and is proved to have existed 
The 


about the changeover after World War I 


only in the imagination. trouble 
was that not much thought had been ap 
Armistice. 


AfS. IN. 


plied to it betore th 


CAMDEN, N. J. 
The 


stock market (letter was dated August 27) 


calm which has fallen over the 
is altogether fitted to past custom, after 
a long price rise—a good sign, it seems 
to me, as it indicates that the vast changes 
of these times have not completely over 
habits. But 
look for 


broader interest in stocks makes its next 


turned trader and investor 


what may a_ trader when a 


appearance? I follow brokerage opinion 
closely, as contained in market letter and 
newspaper comment. In consensus, it 
strikes me that brokers are working too 
hard trying to visualize the post-war mar- 
ket and stocks to own after peace arrives; 
they leave their clientele confused about 
the pre-peace interval, and nothing in news 
from the battle fronts indicates that this 
like 


price 


is likely to be short. Traders 


myself search for indications of 
movements for the next few months, be 
ing less interested in the next year or two 
i. ©: f. 


or three years. 


OAKLAND, CAL. 


I'm glad to see your magazine 
Mr. Allen’s 


article in the issue which just reached me 


keeps the Coast in mind. 


arouses hopes that you editors will look 
further into the varied industrial growth 
out this way, for the prospects of wealth 
production in peace supplies a basis of 
expectation that, unappreciated fully as 
yet, the source of new securities for in 
vestment in the East as well as Far West 
is being formed. This is saying nothing 
about existing securities of time-seasoned 


companies of a wide category. L.S. 
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Ideas About Common Stocks For Post-War Investment 


N other columns of this issue of THE 

Excnance L. O. Hooper and Ed- 
ward L, Barnes present their impres- 
sions of stocks and the business scene 
which they visualize from the present 
stage of the world war. Mr. Hooper 
is a forthright writer and in preceding 
articles which we have been glad to 
publish because of their thought-provok- 
ing content, he has called a spade a 
spade without seeking to “hedge” his 
opinions. Mr. Barnes writes bluntly, 
his argument being supported by long 
experience as an investment counsellor 
well versed in economics. 

Opinion about stocks and market ac- 
tion beyond the horizon has, however, 
many facets. Some of them shine 
through the expressions of individuals, 
and others are made luminous over the 
signature of brokerage firms. From 
either source, price and market opinion 
is intended to arouse thought and 
study; and it can be said that there are 
current observers of phenomena with a 
bearing on common stocks whose opin- 
ions differ decidedly from those of 
Messrs. Hooper and Barnes. 

Since the stock market jibed in late 
July and thereafter drifted much of 
the time on a slack tide, the brokerage 
community—notably its research men 


and statisticians—has been busy with 


the investment problems which the ar- 
rival of peace will engender. The pre- 
cipitate eclipse of Mussolini seemed to 
touch off an explosion of opinion deal- 
ing with possibilities to develop with 
the end of hostilities. Although the 
later war news has showed that Italy's 
difficulties contributed merely another 
item to the favorable score being counted 
as the result of United Nations’ pres- 
sure, realistic thoughts of peace con- 
tinued to hold the center of the market 
stage. 


Unchanged Approach 


In seeking to prognosticate the effects 
of war’s end upon securities, the par- 
tisans of positive opinion have worked 
(as they always have worked) from a 
simple premise. It is this: 

Common stocks will continue to be 
held by someone; some stocks should 
prove to be better worth holding than 
others, for income or capital apprecia- 
tion or both. Which stocks, then, should 
be the more logical ones to have when 
peace arrives? 

Not a few market observers have 
pointed to individual issues on the New 
York Stock Exchange list as equities 
well worth studying in a search for 
common stocks to hold through the 


unmeasurable gap until industry shall 


return to fully normal operations. 

Such opinion has been supported by 
careful reasoning in most instances. In 
other cases the conventions have been 
followed, i.e. old-line issues, irrespec- 
tive of a present war-stock or peace-stock 
flavor, have been held up to public view 
on the basis that “you couldn’t find 
any sounder ones than these—look at 
their long records!” Some lists pre- 
pared for public scrutiny have disclosed 
sharp individuality, supported by par- 
ticular elements which the average in- 
vestor in asset values, management, 
working capital and peace-time business 
prospects would hardly think about if 
he were conducting his own investiga- 
tion. 

The table which follows offers sug- 
gestions for investor and trader con- 
templation; the lists were made public 
recently by three large New York Stock 
Exchange firms. One of the three repre- 
sents the opinions of an outside analyti- 
cal organization which a Stock Ex- 
change firm issued for the information 
of its customers. The other two were 
prepared by the issuers’ own organiza- 
tions. The lists of 20 stocks, represent- 
ing stocks studied primarily for their 
peace-time and transitional qualities, 
were, of course, prepared independently 


of one another. 





It is evident upon comparing one list 
with the others, that much individual 
thought Was devoted Lo them, although, 
as was bound to be the case, certain in- 
dustries and = certain 


issues are com- 


mon to all three... when an inquirer 
looks into mining or petroleum a half- 
dozen companies come instantly into 
mind, 

The stocks were presented as the 
“cream of the crop” as the analysts 
viewed the Stock Exchange roster of 
O41 


ately strike the eye. 


issues. Some omissions immedi- 


Two of the lists 
contain no steel company stocks and 
the third holds only one 
One 


the other two none. 


. » Republic. 


railre vad SLO ks, 


While all 


issues, 


list presents five 


three 
contain petroleum one omits 
Standard Oil Company of New Jersey 


which often gets the preference when 





this industry is broadly examined. 


Reams have been written in stock 
market comment as respects the likeli- 
hood of railroad equipment buying with 
peace, yet American Locomotive ap- 
pears in one list and the others con- 
tain no rail equipment stocks. Thought 
of consumption goods as an_ active 
scurce of peace-time business is plainly 
marked in two lists, but almost ignored 
by the third. The rubber industry gets 
generous treatment in one list and is 
honored by one company each in the 


The 


nored by one list but well remembered 


others. automobile group is ig- 


by the other two. 


Group of Industries 


Two of the three exhibits contain 


Homestake Mining stock, a gold pro- 


ducer, at the same time that copper com- 





THREE BROKERAGE HOUSE 
STOCKS TO STUDY FOR 


Amer. Locomotive 
Allis-Chalmer: 
\tchison 
Continental Oil 
Chesapeake & Ohio 
Firestone T.& R. 
Inter. Tel. & Tel. 
Kennecott Cop. 
National Lead 
New York Central 
Republic Steel 

So. Cal. Edison 
Stand. Oil of Cal. 
Southern Pacific 
Tide Water Asso. 
Union Oil of Cal. 
Union Pacific 
United Fruit 

U.S. Smelting 
Walgreen 


Chrysler 
du Pont 


Inter. Tel. 





-20 Issues Listed on New York Stock Exchange— 


Amer. Can 
Am. Tobacco “B” 
Am. Radiator & S. 
Collins & Aikman 
Consol. Edison 

Com. Invest. Trust 


General Motors 
General Electric 
Homestake Min. 

& Tel. 
Libbey-Owens-Ford 
Montgomery Ward 
Phillips Petrol. 
Standard Oil of N. J. 
Union Carbide 
United Fruit 

U.S. Rubber 
Westinghouse 


“This roster led a list of broader proportions, divided by industrial groups. 
pro} 2 : I 


SUGGESTIONS OF COMMON 
PEACE-TIME OWNERSHIP 


‘ *Amer. Tobacco “B” 
Chrysler 

Consol. Edison 
Dow Chemical 

du Pont 

Electric Auto. Lite 
Firestone T.& R. 
General Electric 
General Motors 
Goodrich 
Homestake Min. 
Liggett & Myers 
Ohio Oil 

Philco 

So. Cal. Edison 
Stand. Oil of N. J. 
Texas Co. 

Union Carbide 
U.S. Rubber 
Westinghouse 








The three lists of stocks given above are those referred to in the preceding article as 
having been made public by three stock Exchange firms. The republication of these lists 


by the Exchange 1s not to be construed 


in any way as an adoption by the Exchange of 


the opinions expressed by such firms in preparing the respective lists. The Exchange does 


not in any way recommend the purchase, 


retention, or disposition of any of the stocks 


shown on the lists nor is such publication to be construed as a solicitation by the Exchange 


of the purchase, retention or disposition of any of such stocks. 








panies are by-passed. Kennecott is, how 


ever, included in the first list. Elec- 
trical equipment and electronics are 
well considered by the analysts in all 
three situations, but chemicals are 
omitted by one of the lists, unless pe- 
trcleum companies may be rated as 
prominent in the chemical field. The 
one list which is heavy in rails is also 
partial to oil companies; and all three 
pay some attention to public utilities. 

Sull, a glance over the three groups 
shows that public utilities found only 
light partisanship; perhaps the result, 
in part, of the sizeable price advances 
scored by many issues in this category 
this year. It may be taken for granted 
that price performance since the aver 
ages began their long upswing from 
April, 1942, 


search men in preparing the studies. 


was considered by re- 


Scrutiny of the groups indicates, 
naturally, that capital gains prospects 
Were a consideration in arriving at in 
dividual suggestions, and the presence 
of such an issue as Homestake Mining 
reveals a recognition of inflation possi 


bilities in the post-war days. 


Stage of Transition 
cL 


In the comment accompanying the 
brokerage house opinions considerable 
stress was laid upon stocks likely to 
pass quickly through the transition of 
plant operation from war to peace 
goods. That a jolt would affect produc- 
tion, employment, etc., at the war’s end 
was expressed in all three instances 
But certain industrial issues were nom- 
inated for an expected short-term, or 
“nominal,” relapse from high produc- 
tion, employment, etc., at the war's end 
sion to peace business. 

From the perspective afforded by the 
foregoing expectation about the time 
element, the reader might find it useful 
to see (On pages 4 and 5) what Messrs. 
Hooper and Barnes think about the 
same factor. All after-war planning has 


to give weighty consideration to time. 
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nd 


the 
me 
ful 
srs. 
the 


has 
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 Hgancestlepad few American cor- 
porations could be named which 
ave not felt the impulse of war produc- 
tion: hence it is natural that the ques- 
tion should rise frequently in stockhold- 
ing circles, “Why are dividend rates, on 
the whole, so low?” 

A reply that taxes, the renegotiation 
of war contracts and other deductions 
from gross profits cut down the earn- 
ings carried to net profits fails to satisfy 
everybody. In World War I the cor- 
porations engaged in businesses stimu- 
lated by the conflict paid much larger 


dividends, didn’t they? Haven't the 


older, large industrial companies always 
in the past been able, during active busi- 
ness periods, to surmount taxes and re- 
turn a reasonably good residue to the 
net profit column after paying interest 
on borrowed capital, if any? Why, then, 
so many $1 to $2 annual dividends 
per share of common stock these days? 

True enough, in the last great war 
dividends of $6 a share and upward 
were commonplace among industrial 
and transportation corporations; some 


of the mining companies paid up to $10 


Old-Line Dividend Paying Common 
Stocks In Two World Wars 


Record of 24 Years 

Tells Results of Free 

Enterprise System In 
American Industry 


a year; a steamship holding company 
earned as much as $40 a share in one 
year and distributed proportionate divi- 
dends. Times have undoubtedly 
changed. Why? 

A comprehensive answer to parts of 
these questions is disclosed in the table 
at the bottom of this page. But much 
broader economic implications are con- 
tained in the record than those sur- 
rounding the size, in dollars, of present- 
day dividend rates. The 10 stocks, it 
will be noted, have paid dividends con- 
secutively for 43 to 96 years. A much 
longer list of the old-line dividend pay- 
ers listed on the New York Stock Ex- 
change could be presented, but these 
ten may be considered as representative. 

Full-blossoming in the tabled record 
is the significant value of free enterprise 
in the United States. That is revealed 


by the comparison of the growth of in- 


divi- 


dividual stock issues on which 
dends have long been paid, and are this 
year being paid. When a stock has been 
paying dividends each year for upward 
of 4o years without a lapse in any year, 
it is fair to assume that such a stock is 
not “watered,” as they say. Rather, an 
increase of capital stock over a period 
of 4o years in case of a long-established 
corporation, would seem to indicate that 
growth has been capitalized as the assets 


and business grew’. 


From Little Acorns 

They grew because of good manage- 
ment—some were started with an orig- 
inal working capital of only a few thou- 
sands of dollars, along with brains and 
vision. They grew because, over the 
years, free competition was met success- 
fully, and a part of the profits of one 
year were ploughed back into the busi- 
ness in order to promote next year’s 
growth. Their growth was facilitated 
by the normal development of the na- 
tion, creating an ever widening demand 


(continued on page 15) 


x Exhibit of Old-Line Dividend Payers in Two World Wars * 




















Paid Per Share Approximate Number of Shares Approximate Amount of 
Year on which payments were made Dividends Paid 
Issue Perucnte 

Began 1918 1942 1918 1942 1918 1942 
American Tel. & Tel. ...... 1881 |S 8.00 |$ 9.00 4,420,000 | 18,687,000 | $35,360,000 | $168,183,000 
Consolidated Edison of N. Y..| 1885 7.00 1.60 1,000,000 | 11,471,000 7,000,000 18,354,000 
Diamond Match........... 1882 8.00 1.50 170,000 700.000 1,360,000 1,050,000 
General Electric.......... 1899 8.00 1.40 1,182,000 | 28,811,000 9,456,000 40,335,000 
National Biseuit.......... 1899 7.00 1.40 292,000 5,840,000 2,044,000 8,176,000 
Norfolk & Western. ....... 1901 7.00 10.00 1,337,000 1,406,000 9,359,000 14,060,000 
Pennsylvania R.R......... 1848 3.00 2.50 9,985,000 | 13,168,000 | 29,956,000 32,920,000 
Union Pacific............ 1900 | 10.00 6.00 2,223,000 2,223,000 22,230,000 13,338,000 
United Fruit............. 1899 8.00 3.73 503,000 2,726,000 4,024,000 10,222,000 
Westinghouse Air Brake... .| 1875 7.00 381,000 3,172,000 4,067,000 3,965,000 



































By EDWARD L. BARNES 


HE transition from war to peace 
will not halt the declining trend in 
the ratio of profits to sales and services. 
Apart from the controversial question 
whether the public welfare is better 
served by taking from investors and 
giving to government and labor a greater 
portion of the business dollar, the fact 
remains that the trend is adverse for 
capital. War accelerated the trend, but 
peace will not reverse it. Industry will 
be forced to support a vastly expanded 
governmental mechanism as well as in- 
flated payrolls. Observe how the sales 
and services of ten representative cor- 
porations* increased in the last few 
years without important benefit to stock- 
holders: 
Common 
Sales Taxes Dividends 


$ 869,100,000 $ 69,000,000 $65,700,000 


908 YOO.000 74,000,000 67,300,000 


140 980,900,000 8&7 900,000 71,600,000 
Y4] 75.700,000 


39 VOU U00 158,600,000 


‘2 
y 4 3 


14 QOO,000 198,300,000 66,000,000 


Eastman dak Consolid 


ited 
1 \ wn Sheet & 


ted son; Corn 
Tube; Boston Edi 
mi: it d ion; Beechnut Packing; Borden 


P 
Company; nderwood-Elliott-Fisher and Monsanto 
Cl 


emical, 


Wages and taxes dominate produc- 
tion costs. It is clear that both these fac- 
tors over which management has no 
voice will remain high and cumbersome 
in the years following victory. Business 
will need to cut corners and accomplish 
miracles in technological advances to 
compensate partially for the skyrocket- 
ing of wages and taxes. Yes, there will 
be some abatement of taxes after the 
war. The excess profits tax may be 
promptly abolished, but the pre-war 
plane of taxes is as distant of attainment 
as the pre-war debt. 

As for wages, peace will work no 
magic decline in this leading cost item. 


The United States will emerge from war 


a higher cost producer than when it en- 
tered the conflict. After we have filled 
the first rush of domestic orders, we will 
be turning increasing attention to for- 
eign markets and our high production 
costs will clash with low European, 
South American and Asiatic costs. If 
We cannot get our costs down relative 
to other nations, our chances of sustained 


prosperity will be weakened. 
Short Respite 


All great wars bring inflation in one 
form or another and this global con- 
flict will give our currency managers a 
field day. Serious inflation is not likely 
to manifest itself during the first few 
post-war years of lush buying. Consum- 
ers are starved for goods and services of 
all kinds. Their competitive demands 
presumably will produce at least fifteen 
months of marked business activity. 
When this post-war buying wave sub- 
sides, the fiscal problems of government 
will come to the fore. A sub-normal 
level of business will not yield the nec- 
essary taxes. The public cry against the 
tax burden will become too shrill to 
ignore. Then, and not until then, is it 
probable that political expediency will 
dictate consideration of an overt step 
toward currency debasement. 

Investors have sensed and feared in- 
flation for years. They doubtless will 
see those fears fulfilled, in part any- 
way, but this writer does not expect 
efforts to purge debts and to gloss over 
mistakes of the past to come about until 
industry falls into a depression groove 
following the initial satisfaction of war- 


born vacuums. The post-war sequence 


(continued on page 12) 


In the articles on these pages 
two analysts of securities of more 
than 20 years’ experience present 
their personal impressions of 
market, economic and industrial 
problems which lie beyond the 
horizon now lighted by the con- 
flagration of war. No man can 
attempt to foresee more than a 
relatively few contingencies which 
may arise after a World War shall 











CUSHING 


end. The viewpoint of today al- 
ways stands a chance of being con- 
ditioned by events of tomorrow. 
The impressions of Messrs. Hooper 
and Barnes are laid before read- 
ers of THE EXCHANGE as a contri- 
bution to current thought about 
peace-time probabilities. The ex- 
pressed views, being individual, 
do not necessarily reflect opinions 
of this magazine. 


By L. O. HOOPER 


OST people are beginning to 


have a vague that 
stock prices fluctuate approximately in 
harmony with the level of business ac- 


tivity. When business is good, stocks ad- 


suspicion 


vance; when business declines, stocks 
go down. The old orthodox view was 
that the stock 


some degree, the trend in_ business. 


market forecasted, to 
Sometimes it has been a good prophet. 
Often it has not. 

As generalizations, statements about 
the market’s habits are correct only over 
long periods—months and years rather 
than days and weeks. Short term market 
forecasting, to put it mildly, is a poorly 
developed art; and even long term fore- 
casting involves the employment of 
assumptions or hypotheses which may, 
or may not, prove correct. Anyone who 
has written a daily commentary about 
the stock market for twenty years, if 
capable of absorbing wisdom, is keenly 
conscious of the impossibility of being 


either infallible or omniscient. 


Kind of Rhythm 


Over a period of years, however, there 
has been an apparent synchrony _be- 
tween broader movements in the stock 
market and the various indices of busi- 
ness activity, including the swings in 
the Federal Reserve Board Index of 
Production. The harmony is especially 
marked in those periods in which 
sharper business recessions have oc- 
The 


covers ten instances in the past fifty 


curred. tabulation on page 6 
years in which a sharp decline in stocks 
has occurred more or less simultaneously 
with a slump in business, or in produc- 


tion. 


It will be observed that the percent- 
age decline in stock prices in the ten 


instances tabulated never has been less 


than 69 per cent of the percentage de- 


cline in the Cleveland Trust Co. Index 
of Business Activity, and that in two 
instances the decline in stocks has been 
more than 200 per cent of the decline 
in the business index. On the average, 
stocks have declined 144.3 per cent as 
much as business. 


Production Index 


What has been said thus far is in- 
tended as an introduction to an assump- 
tion regarding the probable course of 
stock prices over the transition period 
from a war economy in America to 
conditions of peace. Briefly, it is as- 
sumed that the transition cannot take 
place without a material decline in the 
index of production (business activity), 
and that a material decline in the index 
of production must be accompanied by 
some’ decline in stock prices. 

The Federal Reserve Board Index of 
Production is the measure of industrial 
activity most commonly employed 
among financial statisticians. It has not 
been used in the tabulation because 
the F.R.B. figures have been com- 
puted back only to January, 1919, and 
seven of the market 


ten movements 


under examination occurred in years 
for which no F.R.B. production index 
The the 


F.R.B. index and in the Cleveland Trust 


is available. movements in 
index, however, when translated from a 
point basis to a percentage basis, have 
been quite similar. For instance, from 
June, 1929, to July, 1932, the Cleveland 
Trust index declined about 56 per cent 


5 

































about 53 
, to May, 


1938, the bank’s index dropped 37 per 


and the F.R.B. index declined 
per cent, and from May, 1937 
cent and the F.R.B, inde x dropped about 
35 per cent. It seems reasonable, there 
fore, to use these two indices more or 
less interchangeably when seeking a 
measure of industrial production over a 
long pe riod. 

At present, the F.R.B. index of pro- 
duction stands at around 205 (July, 
1943). This is an exceedingly high fig- 


ure. The peak of the summer of 1929 


was 114. The 1937 high was 121. Since 
the fall of France, there has been a rise 
of g4 points, or 84 per cent. It is in 
escapable that there is a lot of “war” in 
the present high figure of 205, and that 
the “war” must be “washed out” dur- 
ing the transition of our business econ- 
omy from war to peace. At the end of 
the war, or when Germany quits, we 
are facing an important decline in the 
Federal Reserve Board index of produc- 
von. 

No one knows how long the war will 
last; but it must come to an end some- 


time, and present indications are that 


the European phase will end before the 


Supplementary Forces In 





RESPONSE OF 


Period of 
Business Decline 


Jones Industrials. 





STOCK PRICES TO DECLINES IN 
BUSINESS ACTIVITY 
Per Cent 
Decline in 
Cleveland 
Trust Index 


May 1890 to April 189] 17 12°°(b) 70 
February 1892 to June 1895 29 33°, (Db) 113 
September 1895 to August 1896 22 34° (c) 150 
April 1903 to December 1903 15 33°/,(d) 220 
May 1907 to January 1908 26 60° (d) 230) 
January 1910 to July 1911 14 25° (d) 178 
August 1918 to May 1919 16 11° (d) 69 
January 1920 to April 1921 34 42° (d) 123 
June 1929 to July 1932 56 &9° (d) 158 
May 1937 to May 1938 37 49° (d) 132 

Average 26.6 38.8 144.3 


a) Decline is for the commensurate period, but often begins and ends on different 
dates than decline in business. (b) 12 mixed stocks. (c) 20 mixed stocks. (d) Dow 


Ratio of Percentage 
Per Cent Decline in Stocks 
Decline in to Percentage 
Stocks (a) Decline in Business 








war in the Pacific. The war in Europe 


has for America been to date largely a 
battle of production; but the war of the 
Pacific, because of the great distances 
involved and the much smaller produc- 
tion potential of Japan, is more of a 
battle of aut, It would seem 


a reasonable assumption, therefore, that 


production will begin to decline rather 


sharply with the end of the European 


phase—industrial production may stage 

a sharp decline while the war with 

Japan still is in progress. 
Remembering that assumptions and 


not positive facts are 


it would seem in order to try to arrive 


at some kind of an estimate of (a) how 


(continued on page 16) 


America’s Growth—Industry and Stock Exchanges 





being dealt with, 








Rate of Progress Lights Railroad 
Post-War Prospects 


Sprite eerel efforts to look beyond 
the clouds of war to a landscape 
made clear by peace must take into close 
consideration what is going on now in 
industry and transportation, with due 
rece gnition of historical precedents. 
When we seek to visualize some post- 
War phases of transportation—meaning 
railroad transportation for the purposes 
of this article—we may, | think, fairly 
lay more stress upon current events, and 
those of recent years, than upon prece- 
dent. The railroads are making history; 


i their 


1 important respects present 
achievements dwarf all past records .. . 
and records constitute history. 

The investor’s interest in railroading 
centers in rail securities. The surrender 
of Italy has brought his thoughts into 
focus sharply on this question: what 
about the prospects of my present rail 
security holdings or the securities | 
might currently buy, after the War 
ends? The date when the guns shall 
cease firing all over the world looms 
large in his thoughts, although he can- 
not guess the date or even approximate 
it; he has read much about possibilities 
of a heavy trafhe decline after hostilities 
shall end; the return of peace, he feels, 
may bring difficult reconversion prob- 
lems to industry, a business decline, and 
thereafter considerably smaller business 
volume and a consequent shrinkage of 
tonnage for railroads to move. 

The investor’s conjectures are realistic 
and natural. A precedent to promote his 
caution exists in the railroad experience 
after World War I. 


ended suddenly. The necessity for war 


But in 1918 the war 


production stopped at a single date— 


November 11. Little planning for post- 


By W. WENDELL REUSS 


war industry had been done, while much 
Is now occupying capable minds 

and for 14% years after World War I, 
business, with little advance planning, 


gave the railroads a large tonnage! 


Starting Point 


As a contribution to current thought 
abeut railroads and their securities, I 
shall start from the premise supplied 
by investor’s natural conjectures and 
offer some personal observations on the 
rail prospect, as I see it—supporting the 
theme with certain statistics. 

It is my belief that the oft-predicted 


MISSOURI PACIFIC 


“period of sharply lower railroad traffic 
and earnings decline’—when and if it 
does develop—is considerably more dis- 
tant than a broad area of thought ex- 
pects; possibly as far off as 3 to 4 years 
after the cessation of all war activity. 
There is no certainty that the United 
Nations’ victory will ring down the cur- 
tain in the theaters of war at one time. 
Rather, it appears as though the Ger- 
man end of the Axis will break before 
the Japanese end, causing peace to arrive 
in two stages. This should allow for 
gradual, rather than an abrupt, uni- 


versal, conversion from war industrial 


May 31, Oct. 31, Mar. 31, Oct. 31, Apr. 30, 

1940 19411942, 19421943 
Cumulat. 12 Mo. Balance for Charges $8.9 $24.3 $27.7 $46.8 $56.4 
Net current assets X 40.9 4+6.6a 66.6b 82.3¢ 
Cash, temp. cash and special deposits 7.0 37.8 39.6a 65.7b 92.0c 


a. b,c—After payment of $6,601,012 interest on Refunding 5s each in December, 
1941, in May, 1942, and in December, 1942. X—Not comparable in all cases. 

(Currently proposed is a payment of $39,020,280, representing redemption of under- 
lving issues, 30 per cent principal payment on another issue, and $13,159,525 interest 
on Refunding §s.) 


ST. LOUIS—SAN FRANCISCO 


Cumul. 12 Mo. Balance for Charges. $4.3 $12.3 $13.2 $21.4 $28.6 
Net current assets X 18.4d 19.le 22.351 28.99 
Cash, temp. cash and special deposits 6.0 17.6d 15.9e 27 St 27.79 


After payment of interest payments on K. C., Ft. Scott & Mem. 4s, Prior Lien & 
Cons. Mtg. bonds totalling (d) $1,998,443 in Nov. & Dec. 1940, (e) $4,146.948 in Oct. 
& Nov. 1941 and (f) $5,115,871 in April, May & June, 1942; and (g) total of approxi- 
mately $15,000,000 in principal on underlying issues and interest on aforenoted issues 
in Nov. & Dec. 1942. 

(Currently proposed is a payment of $21,804,000, for use as RFC and RCC elimina- 
tions and interest payments on K. C., Ft. Scott & Mem. 4s, Prior Lien & Cons. Mtg. 
bonds. ) 


CHICAGO, ROCK ISLAND & PACIFIC 


Cumul. 12 Mo. Balance tor Charges. $5.8 $18.1 $20.4 $31.2 $44.0 
Net current assets BA 16.5 LaF 40.8 47.9h 
Cash, temp. cash and special deposits 7.7 17.0 26.3 37.8 31.1h 


h—After $5,336,533 prepayment in November. 1942, of equipment installments due 
through 1949, and additional redemption in April, 1943, of $4,080,coo of equipment 
trust maturities due through 1946-1947. 

(Currently under consideration by the ICC is a revision in road's plan of re- 
organization whereby the distribution of $38,000,000 in cash to various creditors is 
recominended. ) 

















effort to peace-time activities and there- 
by soften the changeover. 

Our military forces will be scattered 
well nigh all over the globe when the 
Axis is no more, and, quite probably, a 
large portion of them will be employed 
after the last surrender to maintain order 
in the beaten or Axis-occupied countries. 
Such an event would bring about a 
gradual return of our soldiers and sail- 
ors, thereby mitigating an otherwise 
perplexing unemployment situation. 

Despite current high taxes, there can 
be no denial of the fact that purchasing 
power (in terms of civilian and cor- 
porate bank deposits and holdings of 
Government bonds) will exceed mate- 


rially that of any pre-war year. 


Piled-Up Demand 


The backlog of civilian and business 
needs is already very substantial, and 
is being added to every day that war 
activity continues. 


Railroad earnings available from the 


Dow Jones Defaulted Bond Averages and Selected Reorganization Issues 


May 21, Dec. 9, 
1940 


Dow Jones Bond Aver. 
Mo. Pacific 5s 77 

St. Louis-San Fran. +4578 
Chi., R. I. & Pac. 45/34 


(Intervening 


Cr 


June 3, Dec. 29, Aug. 10, 


194] 1942 1942 1943 

23 12.60 15.05 19.50 29,90 

%, 21% 25, 33Y, 51% 
10% 14% 19% 34 

9 12% 18% 2934 


“highs” were successively higher) 





sizable traffic which should mark the 
filling of civilian and business demands 
for goods for the 3 to 4 years will, I 
believe, be maintained at a high level 
but, naturally, not equal to the maxi- 
mum of the war years. The residue for 
fixed and contingent charges should be 
sufficient to leave a reasonably good 
margin over for dividends on the junior 
equities. 

These expectations are couched in 
rather general terms, and when we ap- 
proach the crux of investors’ thought 
more precision is needed, for investors 
are thinking in terms of individual 
securities. If we speak of the prospect 


for the railroads, investors ask: what 


railroads? Class I roads, of course, but 
what railroads of the Class I group? 
Railroads with a large debt structure or 
roads—which are rather scarce—with, 
say, a capital structure consisting of less 
than 60 per cent bonds? 

The road to precision-discussion of 
railroad issues has warning signals along 
the right of way. It is not the purpose 
of this article to offer recommendations; 
the purpose is to afford a little guidance 
for study, and such securities as I shall 
mention are brought forward merely to 
illustrate the theme. They will be men- 
tioned to emphasize, chiefly, the recorded 
fact that the railroad industry is in a 


much stronger position than it was a 
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fey years ago, and that this strength 
significance for the early post-war 


rd. 


Reasons for Altered Viewpoint 


before pointing out the altered posi- 
tion of railroad bonds, it would be log- 
ical to cite statistics which show why the 
position has changed and, to make the 
reference realistic, railroads and their 
bonds may be selected which were held 
in a far from high repute by investors 
during most of the 1930's. The statis- 
tical tables offer material for more than 
casual examination, inasmuch as consid- 
erable meat is contained in them. Let’s 
look at several properties which are 
coming through reorganization (page 7). 

In these three exhibits are recorded 
steadily mounting earnings and con- 
sistently increasing liquid finances, after 
debt retirement and the reduction of in- 
terest arrears. Other reorganization rails 
could be employed to show similar 
trends, the product of the extraordinary 
trafic of war time, and providing the 
roads with strong sinews for post-war 
conditions. 


As to Bond Prices 


It is interesting, with the foregoing 
statistics in mind, to see how improved 
earnings, debt reduction, etc., have been 
reflected in the prices of individual 
bonds of the roads. The dates of the 
table (top of page 8) were selected in 
reference to recurrent “lows” disclosed 
in the averages of Dow Jones & Co. for 
10 representative defaulted bonds, the 
averages being evidently influenced by 
news items with a bearing on securities 
prices. 

It should be mentioned that the Dow 
Jones “lows” did not occur coincidental 
with the quoted bond prices, but the lat- 
ter are given as of dates closest to the 
“lows” of the index on short-term re- 
actions; furthermore, the prices of in- 
dividual securities are subject to allow- 


ance for substantial interim interest 


| 259,000,000 Tons of Steel in Three Years of War 
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STEEL FACTS 


Production Records Dwarf Steel 
Output of Past Years 


The world is learning through daily 
accomplishment of American industries 
how great their power is, how vast their 
capacities as developed under a system 
of free enterprise. Take steel. It is esti- 
mated in the trade that this year’s out- 
put will approximate 90,000,000. tons, 
against 63,000,000 tons in the boom year 
of 1929. But cold statistics leave the 
reader colder than would a picture-fact 
like this— 

The steel industry of the United States 
has the capacity to produce every day 
enough tonnage to build and equip more 
than 1,000 four-motor bombers and 2 
giant battleships. EVERY DAY! 

The coal strikes of May and June pre- 


vented the making of several hundred 


thousands of tons of steel, but, despite 
this handicap, the trade looks for up- 
wards of 89,000,000 tons for this year.. 
Additional capacity has been coming 
into operation in the second half of 
1943... new furnaces capable of exceed- 
iNg 4,000,000 tons anually of themselves. 
The industry expects to make this year 
more than half of all the steel produced 
in the world during the 12 months. 

Ninety million tons would exceed 
by nearly 80 per cent the best annual 
output of World War I. When the in- 
dustry’s feat in surpassing all records of 
war or peace is considered in perspec- 
tive, it is seen how stupendous war-plane 
and ship production plans have been 
made possible of fulfillment. 





payments. The reaction of August, 
1943, occurred after Mussolini's resig- 
nation, and war influences helped direct 
most of the other short swings. 


The foregoing exhibits comprise roads 


and their bonds which for many years 
occupied no pinnacle in conservative 
investors’ estimation; on that account, a 
charge of painting the railroad lily by 


(continued on page 14) 











Y | "HE rise of production, along with 
the great impulse imparted to tech 
nical ingenuity, which has accompanied 


the war finds no. stronger illustration 


than in) some phases of electronics. 


Discussing individual products of a 


Mon 


Electric & 


generally growing utility, A. C. 
teith, of the Westinghouse 
Manutacturing Company, savs: 

lighting has become a 


industrv: 


“Fluorescent 


mayor War-time and it has be 


come popular because you can get 


LWICC 
the lighting for the same amount otf 
power from fluorescent lighting as com 
pared with the incandescent type. It 
has another advantage, in that you can 
use it on high voltage circuits or higher 
And, in the 


save copper, there is a desire on the part 


voltage circuits. drive to 


of industry to use higher voltages. 


Large Savings 


“In a recent study of what might be 


gained by using higher voltage in light 


| 


ing circuits of industrial plants, it was 


found that as much as 50 per cent of the 


ordinarily going into lighting 


copper going 

circuits could thus be saved.” 
Fluorescent lighting, he explains, is 

| 


1S 


an electronic device because it depenc 


upon the flow of current or electrons 


between 2 electrodes in a tube: the flow 
of electrons excites a flucrescent powder 
in the tube which gives off the light. 


ss) he 


nomenon,” he 


business angle of this phe 


savs, “is of interest be 


cause, in the past three years, there has 


been $70,000,000 worth ot lamps pro 
duced, and $255,000,000 of fixtures. The 
peak vear was 1941, with $180,000,000 


in fixtures and lamps. Last vear pro 
duction totalled S1roooo09,0 but this 
vear we look for not much more than 
75.0 » because of restrictive orders 


and the decline in construction going on 


in this country. 


Vlectronics Is Remaking Old Industrial Methods! 





“Fluorescent lighting is a saver of 


materials in cther respects, Take this 
example. The 2-40 watt lamp fixture 
(that is So watts double) that was put 


pounds, To- 


Out 3 years ago W eighed 21 
day the steel used in that fixture has 
been reduced to around 2.9 pounds. As 
to the uses of this form of lighting, work 
1S being done on the adaptation ol 
fluorescent lighting to the home and 
future 


certainly it is going to find a 


use in the home. 


Heating to the Fore 


“Another electronic device which has 


received considerable attention lately 
has been the use of high-frequency 
heating. One of the factors to accelerate 
this development has been the scarcity 
of tin. When the Japs took over the 
Far East, we lost our tin supplies, and 
we began to look for some means to 
save tin: and when it is considered that 
half the tin used in the United States 
goes into the tin plate industry, it was 
natural to look here to see how econ- 
omies could be applied. 

“In the conventional process for mak- 
ing tin plate by the hot-dip method, 
il, pounds of tin per 100 pounds of 
steel were required. The electro-plating 
of steel, requiring only a half-pound of 
tin, has been known for some time, but 
it leaves a porous surface. That is not 
acceptable for ordinary tin cans; the 
acid of fruits or vegetables gel down 
through the pores and attack the steel. 
So, in order to make the eiectro-plating 
process practicable, it was necessary to 
find some way to get a smooth surface 
on the tin plate. It was here that a 
new application of electronics occurred. 

“A number of competitive ideas were 
found when manufacturers sect out to 
make the electrolytic type of sheet; one 


was to take rolls, spaced quite a distance 










apart in each mill, and actually intro 
duce electric current into the sheet of 
steel. This proved to be cumbersome, 
the appliances taking up a lot of space. 
The idea of putting heat directly into 
the tn plate was tried and it worked. 

“Who would have thought, some 20 
years ago, at the introduction of radio 


broadcasting that the oscillator of 


broadcasting station would supply a 


1 
answer to our tin problem? The first 
experiment of induction heating was 
made with an obsolete broadcasting set, 
and that set is in operation today on a 
tin plate line!” 

Tin is caused by induction heating to 
“flow” on steel plate, Mr. Monteith 
explains, by passing the tin plate through 
coils which use a frequency up to 
200,000 cycles per second. 

“The tin melts and flows. slightly, 
and when it again freezes, it forms an 
acceptable, smooth surface 1 30,000 of 
an inch thick. There have been designs 
made for speeds up to 1,300 feet per 
minute, on a sheet 30 inches wide. In 
12 minutes with such facilities, you can 
tin both sides of a sheet of steel large 


enough to cover a football field.” 


Stretching Supplies 


In a forced-draft. search to make 
meager supplies of tin go as far as pos- 
sible, a new industry has arisen in nine 
months, Mr. Monteith asserts. 

“The largest ‘un line’ we have in 
operation,” he notes, “employs 1,200 
K.W. in one installation. There arc 
K.W. 


plant making tin plate. 


three 1,200 installations in on 
The electric 
power in use is a little more than 2! 

times the amount of energy used in the 
commercial broadcasting stations. That 
gives some idea of the way the new tin- 
ning procedure has grown, almost over 


night, into a large business.” 
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J TAL to transportation today are 
oils and gasoline and in vast quan- 
tities these products travel to all parts 
of the world, including the fighting 
fronts, in containers made by Rheem 
Manufacturing Company, admitted to 
the list on the New York Stock Ex- 
change on September g. 

Prominent among the company’s 
peace time products are steel drums and 
barrels made in most of its factories in 
this country and Australia. 

Normally the company is engaged in 
the fabrication from sheet steel of these 
barrels and drums and other products 
including pails and tanks, and the man- 
ufacture and sale of numerous house- 
hold appliances including automatic 
water heaters, range boilers, and floor 
furnaces. 

Presently the company’s capacity is 
devoted © 2 large extent to the 
manufacture of military products for 
the armed forces such as aerial bombs, 
depth charges, “blitz” cans, brass and 
steel shell cases, forging and machining 
projectiles, airplane parts, and the ma- 
chining of propeller shafts for ships. 

The company operates 11 manufac- 
turing plants and a tool shop, all of 
which are owned in fee, with the excep- 


tion of one manufacturing plant owned 


MANUFACTURING 
COMPANY 








Common Stock *t Par 


993,412 
SHARES 


by the Government, and another plant 
under lease. Through Rheem Manu- 
facturing Company (Australia) Propri- 
etary, Limited, it operates 2 manufactur- 
ing plants in Australia. In addition, 
there are engineering offices at Balti- 
more, Maryland; Bell, California; a re- 
search laboratory at Baltimore, Mary- 
land; and executive offices at Richmond, 
California; New York, New York; and 


Washington. 
Antipodes Plants 


In addition to its Australian interests, 
the company owns the entire stock of 
Rheem Research Products, Incorporated, 
a New York corporation, and 50 per 
cent of the outstanding stock of Su- 
perior Concrete and Steel Pipe Com- 
pany of Oregon. 

As an indication of growth, the an- 
nual output for the past five years in 


terms of net sales was as follows: 


1935 Warcitarasclaieaecauateeiad $ 6,541,000 
1Q3Q -e ee eee eee ee eee 9,107,000 
1940 ..... eae eee 10,351,000 
C0 9 Ge 19,51 3,000 
1Q42 .....2 ec eeee , 32,989,000 


Incorporated in 1930, the company 


had its inception as a partnership estab- 


lished in 1926 by R. S. Rheem and D. L. 
Rheem on the Pacific Coast for the gal 
vanizing of steel drums and metal prod- 
ucts. In 1931 the company acquired the 
business and working assets of the 
Jchn Wood Manufacturing Company, 
Los Angeles, which had been en 
gaged in the manufacture and sale 
of gas-fired water heaters. This en- 
trance into the appliance field was 
followed by an expansion which has 
resulted in appliances now being manu- 
factured in 5 plants widely spread and 
serving markets throughout the United 
States. 

Having consolidated its business on 
the West Coast and having established 
the character and policy of its business, 
the company began its eastward expan 
sion 1n 1937 successively acquiring or 
building plants at Chicago, Sparrows 
Point, Maryland; New Orleans, Louisi- 
ana; Houston, Texas; and Birmingham, 
Alabama. The same year saw expansion 
across the Pacific and the establishment 
of plants at Melbourne and Sydney. 

Operating with mass — production 
methods on assembly lines, with many 


operations carried on simultaneously in 


the same plants, the company has a rel; 


tively small personnel of approximately 


5,000 empl \ ees, 








What Investors May Expect 
In karly Peace Days 


(continued from page 4) 


of business cycles can only be guessed 
at, based on historical precedent, mod- 
ified by known conditions of today. But 
as a rough pattern, it now appears that 
reconversion of industry to peace-time 
pursuits will be substantially accom- 
plished in from three to nine months 
after the cessation of hostilities; that a 
full-fledged business boom will endure 
for about fifteen months. The ensuing 
depression threatens to be deep, dark 
and all-embracing. It will necessarily 
reach to the roots of trouble, namely, in- 
Hated production costs, inflated wages, 


inflated debt and inflated taxes. 


Broad Industrialization 


Monetary manipulation will offer gov- 
ernments the conventional means of es- 
cape. Settlement of this coming fiscal 
and monetary crisis will pave the way 
for new peaks in international com- 
merce as industrialization of backward 
nations gets under way on a grand scale. 
An era of genuine post-war prosperity 
will then be ushered in for the United 
States. This is all sheer speculation on 
the pattern of events seven or eight 
years hence and is postulated on a major 
variable—the duration of the war. 

If future events prove that there is 
any validity to the hypothesis that a 
temporary boom will succeed the war, 
that is, after a few months unsettle- 
ment and readjustment incident to re- 
organizing machines, men and materials 
for peace, it will be time enough then 
to appraise fully the potentialities of 
the depression to follow. As a starting 
point for a highly theoretical post-war 
chronology, let us assume the war will 
1945- 
dustry could be going full blast on the 


end in the fall of American in- 


production of needed civilian goods by 


12 


the spring of 1946. Fifteen months of 
intense production would then take us 
into the early months of 1948. Allowing 
another six to eight months for slow 
sag in demand, combined with gradual 
layoff of workers, symptoms of cyclical 
depression would not become established 
until late in 1948 and the deep valley of 
depression might not be reached before 


sometime in 1949. 


Dates Offered 


The point is that not before 1949-1950 
at the earliest is this country expected 
to be in sufficiently troublesome eco- 
nomic, fiscal or business predicament to 
force deliberate recourse to currency de- 
basement. It continues to be premature 
to buy stocks merely as an_ inflation 
hedge. Meanwhile, commodity prices 
and the cost of living will continue to 
rise, probably reaching a crest at the 
war's conclusion, or soon thereafter. 
However, there is no clearly defined cor- 
relation between the movement of stock 
quotations and commodity prices. 

Plans to remake America have ex- 
panded to plans for remaking the world. 
The investor in post-war years will con- 
tinue to be plagued by having to guess 
what the planners are dreaming. He 
can be reasonably sure, however, that 
the investor will receive less thoughtful 
consideration than the pressure groups 
The 


trend was well defined before the war, 


active in Washington politics. 


during the war and will not change spso 
facto because of peace. 

Investors must be on guard against 
post-war planning which does not pivot 
on the fundamental truth that produc- 
tion is the source of wealth. Sharing 
wealth will remain popular as the lazy 


man’s sly way of getting something for 


nothing under cover of euphemistic 
ideologies. Capitalization of corporate 
earning power in an atmosphere charged 
with continuing social experiments prob- 
ably will be less generous than in booms 
following other wars. 

Only intense industrial activity after 
the war can save the day for the pur- 
veyor of risk capital. Corporate profit 
margins are not and will not be as 
favorable as formerly. It is not clear 
that the efficiency of labor has increased 
enough to compensate for pay increases 
or that corporate management is skillful 
enough to devise ways and means of 
absorbing all the increased costs of do- 
ing business without impinging on dis- 
tributable earnings. Consequently, an 
exceedingly high level of general busi- 
ness activity will be essential merely to 
maintain corporate profits. New peaks 
in the demand for motor cars, house- 
hold appliances, tires, building materials, 
air transportation, plastics, and a host of 
other items are certain to be witnessed 
in the post-war reconstruction period. 
Earnings of selected industries will im- 
prove sharply. And it is not to be over- 
looked that there is a cushion of safety 
in prospective partial tax abatement 


after the war. 


Profits May Be Subdued 


The post-war earnings outlook is not 
black, but 


prospect of fantastic revival of corporate 


neither is there a definite 


profits. The promise of new production 
peaks should be carefully distinguished 
from new earnings peaks—we will get 
many of the former and fewer of the 
latter. The payoff point for investors, as 
always, will be governed by net income, 
not sales totals or gross income. 

The prospect of a sellers’ market for 
peace-time products is enough to pro- 
voke visions of buoyant stock markets. 
Price controls presumably will be aban- 
doned and high costs passed along in 


some measure to consumers. When the 


(continued on page 14) 
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! great many people went through ex- 
cecdingly hard times during the 19 30's— 
people who have not forgotten their ex- 
perience even though they have come into 
good wages and salaries since production 
began to grow in 1939. A host of them 
ave included among the estimated 50, 
000,000 individuals who have — to date — 
bought United States War Bonds. The 
great majority are owners of nearly $20, 
000,000,000 of the Series E, F and G 
Bonds bought in small denominations. 

The question, “Will War Bond holders 
be inclined to liquidate great quantities of 
the Series E, F and G issues (turning 
them into the Treasury for their cash 
value) in order to buy things they want 
after the war ends?” was recently raised 
at THe Excuance office when an employer 
from a highly industrialized city was visit- 
ing there. The following discussion, with 
the employer “carrying the ball,” resulted.) 


Draw a parallel, first. World War I, you 
will recall, was financed largely through 
the sale of Liberty Bonds which the pub- 
lic bought either for cash or on credit, 
through partial payments arranged by the 
banks. If a subscriber wanted to sell, he 
could sell the bonds he had subscribed for 
without much formality, paying off his 
bank loan if he had one secured by his 
You'll recall, too, that Liberty 
ond holders did sell heavily after the 


3onds. 


Armistice; the price of the 4 per cents 
went as low as 85, as the result of this 
pressure. 

The precedent exists, therefore, but the 
circumstances now are decidedly different 
from what they were in 1918-19, in some 
important respects. We can consider the 
precise terms governing the E, F and G 
Bonds quite aside from some of the psy- 
chological aspects of the situation likely to 
affect them after the war. Still, in order to 
approach probabilities of post-war days, 
particularly the days when peace goods’ 
supplies are increased, a handicap on easy 
selling growing out of the terms should be 


See ears). 5257” - 
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considered. This isn’t a great handicap, 
perhaps, but it requires more time and for- 
mality to overcome than if a holder could 
sell in an open market. 


» « 


The E Bondholder has to wait 60 days 
from the date of issue, the F Bond holder 
can’t turn in his Bond until 6 months 
after date of issue and give 1 month’s no- 
tice, besides, and the same conditions sur- 
round the Series G issue. Just a little more 
trouble, of course, than if the Bonds could 
be taken to a bank or dealer and sold for 
practically immediate cash, but some 
trouble, at that. Pass it by, however, for 
something more restrictive on sales 
the average holder's state of mind. 

A host of people who didn’t have much 
of anything left after the Great Depression 
now have something—the best security in 
the world—which has been acquired with 
sweat and sacrifice in many cases. This 
refers most particularly to what we call the 
“older generation,” the folk who scrimped 
and struggled in the 1930's and don’t 
want to do so again. Shouldn’t their ex- 
perience make them grudging, rather than 
eager, sellers of their Bonds, sellers to the 
Treasury, of course? If “something for a 
rainy day” ever had application to secur- 
ities, it applies to Government Bonds 
bought regularly out of earnings. 

>» « 

Then there is a particular feature at- 
tached to the Series E, F and G Bonds 
which is easily recognized by holders who 
have learned much about securities since 
Pearl Harbor. These Bonds represent not 


only stored-up cash but also stored-up “in- 
come’—a part of investor’s wages or sal- 
aries which, instead of being spent when 
received, is entrusted to the Government 
for a time; to be returned to the lender 
after a period, along with 2'4 to nearly 
3 per cent interest. This fact hasn’t been 
overlooked by a long shot by a lot of 
workers in munition plants, among others. 
A monthly income, later on, amounting to 
$25 for purchasers of one-per-month of the 
smallest denomination, but $50, or $75, or 
$100 a month for the larger, regular buy- 
ers until the Bonds are retired. 

Sure, they will have to wait 10 to 12 
years for this income, when the Bonds 
reach maturity and are paid off by the 
Treasury at par. It looks like a long time 
to hold an investment, but if, as more 
than an odd-lot of business prognosticators 
predict, there should be several years of 
good employment after reconstruction 
abroad gets under way, the receipt of 
income in the form of cashed matured 
bonds might come in handy when a busi- 
ness reversal does come along. Series E 
Bonds, the most popular, that were bought 
in 1941 will mature in 1951 .. 
away. 


. not so far 


» « 


Before the several Series Bonds came 
along, how many people could look for- 
ward to getting a regular monthly income 
in addition to what they earned? A 
mighty small percentage of the adult popu- 
lation. Yet for several generations a siz- 
able percentage of the adult population 
has been learning through their transac- 
tions with savings and loan associations 
the effect of regular investment, compound 
interest and maturity dates when a mort- 
gage was paid off or a lump cash sum 
received. In most of the States, savings 
and loan association investors constitute 
an informed nucleus of individuals who 
pass the word along among their family 
members and associates. Series E, F and 


(continued on page 14) 


CHANGE 


er 








Rate of Progress 
Lights Rail Prospects 


For Post-War 


(continued from page 9) 


selecting strong carriers can hardly be 
made. The properties are going through 
reorganiZauion 5 they have to prove their 
future position in the transportation 
scheme. It is true that the cited statis- 
tics refer to the past. The future of all 
railroads will be shaped by traffic, net 
earnings, taxes and management, and 
in respect to post-war trafhc—referring 
again to 3 to 4 years after peace arrives 

estimates are called forth to support 
an argument that railroad prospects 
are less uncertain than many _ people 


think they are. 


Overall Figures 
c 


For 1942 the Class I roads reported 
operating revenues amounting to $7,466,- 
277,000; Net Operating income of $1,480,- 
g40,000; an operating ratio ot 61.6 per 
cent, and net income after all charges 
of $958,860,000. In 1941 operating rev- 
eues of $5,346,699,000, with an operating 
ratio of O8.5 per cent, aided in producing 
net after charges amounting to nearly 
$500,000,000. In 1g40, when the stimulus 
of war-brought trathe first began to be 
felt substantially, operating revenues to- 
talled $4,296,600,000, the operating ratio 
Was 71.9 per cent and net income after 
charges was $188,851,151. 

It seems obvious when the showing 
of 1940 is contrasted with that of 1942, 
that increased ethciency in the handling 
of a growing freight tonnage was in 
evidence a factor to be taken into 
account in examining the future. If the 
expectation is reasonable, as I think it 
is, that operating revenues in the years 
closely following the Axis surrender 
will stand considerably higher than in 
1ggo and lower than in 1942, an estimate 
of $5,000,c00,000 annually may be made 


of the operating revenue to look for, 
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Taxes will certainly remain high but, 
providing for stiff levies and other bur- 
dens upon earnings on a liberal basis, it 
seems fair to envision a Class I balance 
for Federal income taxes, capital funds, 
sinking funds and junior equities, of 
around $448,000,000 a year. A recession 
of the operating ratio to the neighbor- 
hcod of 7o per cent, on the average, 
figures in this estimate, although per- 
formance may be considerably better 
than this when more efficient equipment 
comes in to support the widened experi- 
ence of management under the stress of 
crowded war traffic. 

Such is the overall picture, as I view 
it, granting that some roads and some 
trafhe regions will be more active than 
others. A balance of $448,000,000 before 
taxes, capital charges and so on would 
be comfortable for railroad securities 


owners at any time. 


Railroads Set New 
Records In Freight 
Hauling 


Whatever analyst or investor opinion 
may be, individually, about post-war 
railroad prospects, current traffic re- 
ports continue to show how the carriers 
are holding up their end in the struggle 
to beat the Axis. Overtopping by more 
than to per cent the record of a year pre- 
viously, itself an impressive figure, 
Class I roads in August handled ap- 
proximately 65,000,000,000 ton-miles of 
revenue freight. 

For the first eight months of this year, 
according to reports compiled by the 
Association of American Railroads, the 
movement amounted to 479,348,647,000 
ton-miles, a gain of 18 per cent over the 
similar 1942 period. 

Estimated freight revenues were 
about g per cent greater in August, 
1943, than in the same 1942 month, 
while estimated passenger revenues were 


enlarged by more than 48 per cent. 


What Investors May 
Expect In The 
Early Peace Days 


(continued from page 12) 


first flush of public demand for goods 
and merchandise of all kinds is pouring 
into industrial plants, investment and 
speculative psychology will be favorable 
for a bull market, which will more or 
less parallel the filling of war-deferred 
demands from consumers everywhere. 

The investment and market view 
which one takes of the post-war years 
should hinge on the particular phase of 
transition through which the nation will 
be passing. Victory is not likely to touch 
off a bull market, but six to nine months 
thereafter the chances are that a bull 
swing will accompany the sellers’ mar- 


ket for civilian goods. 
A Blunt Prophecy 


This phase, in the writer’s judgment, 
will not be the genuine thing in the 
way of prolonged post-war prosperity. 
It will soon give way to a debt and cur- 
rency crisis, in the midst of which it 
may prove wise to buy stocks “for in- 
flation,” which, however, is not expected 
to be as devastating as the European 
inflations, aftermath of World War I. 

Some devaluation and dilution of the 
dollar may be in the cards. Anticipatory 
of a coming advance in the price of the 
yellow metal, gold stocks have for some 


months displayed independent strength. 


Small (Ex)change 
(continued from page 13) 


G Bonds look to them like much the same 
kind of medium to accumulate money. 
3ut common sense and a little 
thought are showing a great many other 
folk, who paid little attention to the per- 
sonal utility of top-flight securities until 
the Government began to raise money for 
the war, that War Bonds are a good thing 


to buy ... and keep! 


Gld-Line Dividend Paying Common 


Stocks In Two World Wars 


(continued from page 3) 


for goods and services. Such is the fruit 
of tree enterprise as it always has flour- 
ished in this country! 

I: would seem possible to find loop- 
holes in the foregoing general observa- 
tions, based upon the stock exhibit, 
when the public utilities are considered. 
The quadrupling of American Tele- 
phone & Telegraph shares from 1g18 to 
iy42 occurred less in a competitive field 
than under the impulse of service de- 
mands in a field governed by the public 
interest and State laws. In something 
of the same setting occurred the growth 
of Consolidated Edison, the former Con- 
solidated Gas Company of New York. 
The corporation’s business increased as 
the market for its services was enlarged 
through urban expansion; — earning 
power and assets were capitalized as 
population grew and corporate consum- 
ers of electric energy and gas enlarged 
their requirements. 

Examples of extraordinary growth as 
America grew are supplied by General 
Electric and National Biscuit, a hardly 


surprising enlargement —as_ evidenced 


by the capitalization of their assets and 
earning power—to anyone who thinks 
of electrical conveniences, the radio and 
so on, in the one instance, and of pack 
aged food and trade-marked goods in 
the other. The amazing popularity of 
processed food in small containers con 
stituted a marketing phenomenon dur 
ing the 1920's for National Biscuit and 
competing companies of a shorter his 
tory; stock dividends were sizable and 
numerous in that decade as earning 
power and new manufacturing facilities 
orew. 
Divergent Figures 

Further consideration of the corpora 
tions contained in the table shows some 
in which the earning power of 1942 was 
less emphatic of growth than among 
others over the 24-year swing. In them 
the force of particular economic circum 
stances of the 1930’s finds reflection; for 
railroad 


example, in the equipment 


business. A few divergences from the 
trend of the majority in respect to total 
dividend payments in 1942 as compared 


with 1g18 are seen. 


Study of the table shows the practical 
results which accompany corporations 
whose life has been long in industries 
cemented into the nation’s desire lor es 
sential goods and services. Stockholders 
of these representative old companies 
who acquired their shares years ago and 
retained them are, in case of most of the 
10 illustrations, receiving a larger in 
come at 1g42 dividend rates than when 
the stocks were bought. And, while 
nearly all American corporations arc 
participating in the war in one way or 
another, only one or two of the tabled 
group could be classed among thos 
popularly called “war stocks.” 

The various statistics of the table be 
ing taken into consideration, a mathe 
matical factor then becomes obvious nn 
answering the question, “Why are divi 
dend rates smaller than they used to 
be?” A given total of dividends divided 
by a large number of shares will result 
in a lower annual rate than if the sam« 
total be divided by a smaller number of 
shares. A $7 rate of 1918 on a corpora 
tion’s shares then outstanding could se 
as much money distributed from profits 
as a $1.50 rate on the increased number 
of shares of the present. 

(The stocks named in the table are pub 
lished only for purposes of illustrating the 


text; no suggestion for purchases or sales 
is intended.) 





Finance Institute’s 
Fall Term Begins 


HE New York Institute of Finance, 

successor to the New York Stock 
Exchange Institute, will amplify its 
schedules this Autumn with a series of 
lectures on synthetic plastics. Techni- 
cians from the Bell Laboratories, Union 
Carbide & Carbon Company, United 
States Plywood Corporation, with others, 
will address the students in next month's 
sessions. Exhibits of various plastics and 
moving picture records of processes used 
in manufacturing them are expected to 


be employed at the lectures. 


The regular courses of instruction for 
the term, which opened on September 
20 will be divided into three groups, as 
follows: 

General Business — including | prin- 
ciples of accounting, Federal income tax 
practice and corporate normal and ex- 
cess profits taxes; 

Investment Analysis — comprising 
basis securities analyses and investment 
account Management courses, along with 
specialized lectures on the oil industry, 
public utility break-up values, public 
utility operating companies, and mar- 
ginal and receivership railroads; 


Brokerage Procedure — including a 


basic introductory course on the work 
of the Stock Exchange, and specialized 
instruction in these departments: cashier, 
margin, order, trading, transfer and 
foreign funds control. 

The course on the Stock Exchange's 
work is especially recommended this 
year for new employes of brokerage 
houses. The more advanced courses are 
fitted to the specialized work of analysts 
and others engaged in securities re 
search work in the fields of industry, 
transportation and communication. 

The Institute's address is Room Qoo, 
20 Broad Street, New York City, where 


details of the courses may be obtained. 
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Analysts’ View of 
Post-War Markets 
and Production 


(continued from page 6) 


much the index of production may de- 
cline during the transition period; (b) 
how sensitive the stock market may be 
to this decline; (c) how fast the index 
of production is likely to recover after 
its transition low has been recorded; 
and (d) what the reasonable level of 
production in the earlier post-adjust- 
ment, post-war years is likely to be. 
One group of economists recently ar- 
rived at an average estimate of 123 as 
the transition low for the production 
index. Half of another group of 18 
economists looks for a decline to 140 OF 
less. The highest level ever reached by 
the index prior to Pearl Harbor was 
166 in November, 1941. The highest 
level before the fall of France was 122 
in January, 1940. The 1937 peak was 
i21, and the 1929 top was 114. It will 
be observed that it is not necessary to 
anticipate business declining to a level 
lower than the month before Pearl Har- 
bor to visualize a decline of 1g per cent 
from the present level. A drop to the 
high before the fall of France would 
involve a decline of about 40 per cent. 
Perhaps the reader ought to make his 


own guess as to the transition era low. 


Some Percentages 

The last column in the table is a 
faulty mathematical measurement of the 
sensitivity of the market to previous 
declines in business activity. Measuring 
the percentage of decline in the busi- 
ness index against the percentage of 
decline in stocks, stocks declined 132 
per cent as much as business from May, 
1937, to May, 1938 (the decline in stocks 
was from April, 1937, to March, 1938). 
In the 1g18-1919 post-war adjustment, 
however, stocks declined only 60 per 


cent as much as business. 
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It is safe to assume that stocks will 
be much less sensitive in the coming 
post-war adjustment than they were to 
the 1937-1938 decline in trade. Most 
investors will reason, and probably cor- 
rectly, that the post-war adjustment will 
be sharp and short, but followed rather 
quickly by a substantial recovery. 

They will further assume that, for 
numerous reasons, there may be more 
profits to be made with the production 
index at between 115 and 145, under 
conditions of peace, than can possibly 
be realized with the production index 
between 160 and 205 under conditions 
of war. 

Likewise, stocks may be less sensitive 
to a declining index of production than 
they were in the winter of 1918-1919, 
after World War I; but the decline in 
production after World War IL unques- 
tionably will be larger than that re- 


corded after World War I. 


Unsafe Assumption 


It would be unsafe, therefore, to as- 
sume that stocks will decline only 11 
per cent at the end of this war, as at 
the end of the last. A decline of 16 per 
cent in production after this war would 
bring the index to only 172, a level to 
which it did not ascend until February, 
1942, two months after Pearl Harbor. 
Only a very small minority of econ- 
omists think the low level after the war 
will be above 150, which suggests a 
minimum decline of about 27 per cent. 

Should the index of production (tem- 
porarily ) decline to 123 (the average 
expectation), this would be a drop of 
about 4o per ceut from the current level. 
If the stock market were one-third as 
sensitive as in 1g1t8-1g19 (when the per- 
centage decline in stocks was 68 per cent 
of the percentage decline in produc- 
tion), the industrial share index, now 
about 137 against a summer peak of 
146, would drop to about 117. If the 
market were one-quarter as sensitive as 


after World War I, the stock market 


would go to 121; if it were one-fifth as 
sensitive, stocks would go to 126. 

It should be stressed that the market 
was less sensitive after World War I, in 
the 1918-1919 recession in production, 
than in any of the other nine business 
declines recorded in the accompanying 
tabulation. A decline in the stock mar- 
ket to 126, 121, or 117, therefore, would 
be the smallest stock market response 
ever experienced against a major de- 
cline in the index of production; not 
only the smallest, but by far the smallest. 


“Ifs’ to Consider 


If the political environment is to be 
favorable, if inflation is to be controlled 
through abundant production, if de- 
ferred demand is as large as statisticians 
assume, if the rebound in trade after 
this war is as pronounced as recoveries 
after past great conflicts, it may be as- 
sumed that the index of production, 
after it has hit its low, will come back 
faster—much faster—than it has ever re- 
covered on any other occasion. 

To repeat something which has just 
been said, there will be more profit in 
a lower level of peacetime production 
than in a higher level of wartime pro- 
duction. Thus, an F.R.B. index of 130 
or 140 in the post-war years easily could 
be worth more in per share earnings 
and dividends than an F.R.B. index of 
205 at present. 

One last assumption. The war has 
greatly increased our ability to produce; 
and, for a time at least, our ability to 
consume. It has exploded the economic 
heresy of scarcity and has taught every- 
one to want abundance. The normal 
technological progress of a generation 
or more has been compressed into a few 
short years. 

If a conclusion is necessary, all this 


reasoning indicates somewhat lower 
stock prices over the near term—prices 
which will afford an opportunity to 
make some highly profitable invest- 


ments for the post-war period. 
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M onthly Statistics 


NEW YORK STOCK EXCHANGE 


1943 1942 
MONTH END DATA AUGUST JULY JUNI AUGUST 
Shares Listed a ~ (Mil.) 1,489 1,479 1,469 1,471 
Share Issues Listed a: . (No.) 1,237 1,235 1,231 1,241 
Par Value of Bonds Listed . (Mil Ss) 80,729 80,879 80,999 65,277 
Bond Issues Listed . « led 1,112 eS 1,124 1,148 
Total Stock and/or Bond Issuers . (No) 1,196 1,194 1,194 1,213 
Market Value of Listed Shares (Mil. S$) 47,711 17,578 {8,877 34,872 
Market Value of Listed Bonds . (Mil. s) 80,109 80,352 80,704 62,720 
Market Value of All Listed Securities (Mil. S) 127,820 127,930 129,581 97,592 
Flat Average Price—All Share Issues (S) 14.36 44.24 45.21 35.31 
Shares: Market Value — Shares Listed (S) 32.04 32.17 33.27 23.70 
Bonds: Market Value — Par Value (S) 99.23 99.35 99.64 96.68 
Stock Price Index (12/31/24=100) (%) 63.6p 64.0p 66.3 {7.2 
Shares in Short Interest* .  . . (Thou.) 801 $37 880 533 
Member Borrowings on U. S. Gov't Issues . (Mil. S$) 160 128 150 
Member Borrowings on Other Collateral (Mil. $) 436 191 158 
Per cent of Market Value of Listed Shares+ (%) 0.91 1.03 0.94 4 
Member Borrowings—Total . . (Mil. S) 596 619 608 326 
N. Y. S. E. Members’ Branch Offices (No.) 763 762 757 64 
Total Non-Member Correspondent Offices (No.) 2,330 2,341 2.341 2,560 
DATA FOR FULL MONTH 
Reported Share Volume (Thou.) 14,252 26,324 23.416 7,387 
Daily Average (Incl. Saturdays) (Thou.) 548 1,012 901 284 
Daily Average (Excl. Saturdays) (Thou.) 602 1,133 973 320 
Ratio to Listed Shares . . . : (“%) 0.96 1.79 1.59 0.50 
Total Share Volume (Incl. Odd Lots)* (Thou.) 21,227 32.136 32,704 9,489 
Money Value of Total Share Sales* (Thou. $) 508,868 782,864 715,329 214,217 
Reported Bond Volume (Par Value) (Thou. $) 157,440 275,338 236,099 159,938 
Daily Average (Incl. Saturdays) . (Thou. $) 6,055 10,590 9.081 6,152 
Daily Average (Excl. Saturdays) (Thou. $) 6.639 11,739 9.956 6.952 
Ratio to Par Value of Listed Bonds (%) 195 340 291 247 
Total Bond Volume (Par Value)* (Thou. $) 185,284 298,556 262,596 162,734 
Money Value of Total Bond Sales (Thou. S$) 104,055 157,731 147.981 75.610 
N. Y. S. E. Memberships Transferred (No.) 2 5 i 2 
Average Price . . . oe . @&) 37,000 10,000 42.666 23,500 


items are as o! ledgers which normally reflect transactio1s up to the close of the second full pieceding business day. 
Ratios of member borrowings on cther collateral to market value of listed shares. This ratio figure is not com- 
parable to the ratios published prior to May 1943. To obtain ratios comparable to those previous!y published, the total 
member borrowings should be divided by the market value of all listed shares. 

Not available. p_ preliminary. 
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s only one period before in its history of 
a century and a half has the New York 
Stock Exchange recommended a security — the 
Bonds of the First World War. They repaid 
millions of investors—in dollars and cents, in 
human values, and in Victory. 

Now again, in this Second World War, we 
are recommending —as the safest, soundest 
investment in the world —War Loan securities. 

One day the world will be at peace again. 
Once more you'll enjoy the bounty of the great- 
est nation on earth—our nation. The extent to 


THE NEW YORK STOCK EXCHANGE 


THE BEST INVESTMENT 
IN THE WORLD 


* 


which you will enjoy that future depends largely 
on the manner in which you support this Third 
War Loan—the effort you make now to help 
your country by investing in War Bonds. 

We, the members and member firms of the 
New York Stock Exchange, pledge this: All our 
facilities, all our energies will be at your disposal 
for the purchase of War Bonds. All other business 
during this Drive will be secondary to helping 
you invest in War Bonds. 

Needless to say, there will be no cost or obli- 


gation of any sort for this service. 





cA Personal Message from Emit Scuram, President of New York Stock Exchange: 


“Now, more than ever, the dollars you invest in War Bonds count toward winning the war and the 
peace. For national security today and personal security tomorrow buy War Bonds—they’re the world's 


finest investment.” 





MEMBERS AND MEMBER FIRMS OF 


THE NEW YORK STOCK EXCHANGE 








Choose the security that fits your requirements 
UNITED STATES WAR SAVINGS BONDS 
— SERIES E 
The perfect investment for individual and 
family savings. Gives you bac 
$3 when the Bond matures. 
242% TREASURY BONDS OF 1964-69 
Available in coupon or registered form, 
readily marketable, acceptable as bank col- 
lateral, and paying interest semi-annually. 
SERIES 'C’’ SAVINGS NOTES 
Especially adapted to individuals and cor- 
porations accumulating cash for the payment 
of Federal income, estate or gift taxes 
%% CERTIFICATES OF INDEBTEDNESS 
Appeals particularly to corporations with 
large temporary cash balances. 


2% TREASURY BONDS OF 1951-53 
Readily marketable bonds acceptable as 
f bank collateral. Suitable for individuals and 
$4 for every corporations desiring this term investment. 


UNITED STATES SAVINGS BONDS — SERIES “'F”’ 

Twelve year appreciation bond. Yields ap- 
proximately 2.53 if held to maturity. Regis- 
tered. Appeals particularly to those preferring 
to have their savings accumulate, rather than 
to receive current income. 


UNITED STATES SAVINGS BONDS — SERIES “G” 

Due twelve years from date of issue and 
yielding 2.50% if held w maturity. Interest 
payable semi-annually. These bonds are regis- 
tered and provide current income. 
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